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This thesis examines the Non-performing loans (NPLs) in China’s banking system 
and discusses its evolution, causes and resolution. Despite the phenomenal economic 
growth, China has one of the largest non-performing loans in the world. The 
evolution of non-performing loans in china could be divided into four stages: stage 1, 
from 1978 to 1983 in which there were almost no non-performing loans; stage two, 
from 1984 to 1991 when the non-performing loans started to rise; stage three, from 
1992 to 1998. At this stage NPLs speeded up, caused by the overheating of the 
economy and bankruptcy of some state-owned enterprises. And stage four, from 
1999 to now, stage in which the non-performing loans level faced a huge decrease, 
thanks to lots of measures taken by Chinese government. The large level of 
non-performing loans is primarily the result of: 1 – Over forty years of extensive 
policy lending under a centrally planned economy; 2 – low operating efficiency of 
state-owned enterprises (SOEs) and 3 – week corporate governance and operational 
skills of banks. The combinations of lots of measures taken by the Chinese 
government to address the non-performing loans problems, like for instance, the vast 
banking reform in china, together with the setting up of four assets management 
companies (AMCs) were the most ambitious measures taken by Chinese government 
to address the non-performing loans problem in China’s banking system and to make 
Chinese bank system more efficient. 
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Chapter 1 Introduction 
 1
Chapter 1 Introduction 
Non-performing loans (NPLs) refer to those financial assets from which banks no 
longer receive interest and/or installment payments as scheduled. They are known as 
non-performing because the loan ceases to “perform” or generate income for the bank. 
Choudhury (2002: 21-54) state that the nonperforming loan is not a “uniclass” but 
rather a “multiclass” concept, which means that NPLs can be classified into different 
varieties usually based on the “length of overdue” of the said loans. NPLs are viewed 
as a typical byproduct of financial crisis: they are not a main product of the lending 
function but rather an accidental occurrence of the lending process, one that has 
enormous potential to deepen the severity and duration of financial crisis and to 
complicate macroeconomic management (Woo, 2000: 2). This is because NPLs can 
bring down investors’ confidence in the banking system, piling up unproductive 
economic resources even though depreciations are taken care of, and impeding the 
resource allocation process. 
It is widely accepted that the quantity or percentage of non-performing loans 
(NPLs) is often associated with bank failures and financial crises in both developing 
and developed countries. In fact, there is abundant evidence that the financial/banking 
crises in East Asia and Sub-Saharan African countries were preceded by high 
non-performing loans. The current global financial crisis, which originated in the US, 
was also attributed to the rapid default of sub-prime loans/mortgages. In view of this 
reality it is therefore understandable why much emphasis is placed on non-performing 
loans when examining financial vulnerabilities. 
Despite the phenomenal economic growth averaged nine percent per year, China 
has one of the largest non-performing loans in the world. According to Huang Bihong 
(2008) china’s current daunting non-performing loans level is primarily the result of: 
1 – over 40 years of extensive policy lending under a centrally planned economy; 2 – 
low operating efficiency of state-owned enterprises (SOEs); 3 – week corporate 
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